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Foreign Exchange Adjustment Center (rttiu) worx5
like a quasi-free foreign exchange market in the
People's Republic of China (PRC). Since 1978, the open
door policy of PRC has attracted more and more foreign
investment. But foreign exchange problem (FEP) is still
one of the major obstacles for foreign investors to
explore this particular market in the world. Although
Renminbi (RMB) is the official currency in the PRC, the
large demand of foreign exchange (forex) and foreign
exchange certificate shows that the value of RMB is
decreasing. Since RMB cannot be convertible in
international market, foreign investors are obliged to
export their goods and services to gain more forex for
their use in PRC and profit remittance.
Foreign investors find that a serious problem tney
sommonly encounter is gaining a large surplus of RMB
but unable to exchange for hard currencies. In order to
solve the problem, foreign investors together with
individual enterprises trade their excess RMB in black
market. Because of large demand of forex, the price of
black market is much more competitive than the official
rate. It is reasonable for investors to trade excess
hard currencies to RMB in higher rate. Consequently,
*There are a lot of English names for FEAC, such as foreign
exchange swapping center, foreign exchange transaction
coordinating center and foreign exchange regualation center.
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the black market becomes more and more efficient and
effective.
PRC's State Council has controlled the foreign
exchange affairs centrally. But in recent years, it
cannot deny the drawbacks of the existence of black
market. In order to attract more foreign investment and
maintain the open door policy, the State Council cannot
easily take over black market. PRC's experiment with
FEACs, which began with the opening of the first center
in Shenzhen Special Economic Zone (SEZ) in 1985, is
undergoing a major expansion this recent years.
The foreign exchange adjustment system is, of
course, not perfect. But it can solve some FEPs
encountered by foreign investors. However, some
investors has hardly used FEACs because of their
regulations and restrictions. Furthermore, not all
Chinese corporations are allowed to trade in the
centers. Its regulations and restrictions of disclosing
sources and. usages of currencies are the major
obstacles in operating efficient foreign exchangE
adjustment system.
Moreover, trading in FEACS must oe approved by the
State Administration of Exchange Control (SAEC). Some
investors do not like to expose any information to
others including the government. Therefore, black
market cannot be easily substituted by FEACs.
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Those who have traded in FEACs are the enterprises
that need to trade in very large transactions while the
black market may not accept these transactions.
Therefore, FEACs can only attract the investors who
always have large transactions and do not risk to trade
in black market because of legal problem.
In FEAC system, the foreign investors prefer to
trade in the model which the price and amount of
transaction are negotiated by them and their trading
partners. They do not like to delegate to the brokers
for trading. In this respect, it can reflect the
foreign investors' preference to take part in the
process of transaction rather than to accept the pricE
offered by brokers.
Although FEAC act like the free exchange market in
the PRC, the actual source of FEP is the
inconvertibility of RMB in international market. In the
longer term, PRC's leaders also envision that the RMB
will eventually be convertible in the international
market. But it is difficult for RMB to be convertible
because of the differences of economic system compared
with those of the Western countries. Although PRC tries
hard to reform its economy, the basic reform could only
be successful after successful political reforms
because the economy of PRC is directed by politics.
Even before the establishment of FEACs, several
4
alternatives for solving FEP had been implemented. The
advent of FEACs brings along the economic reform in
PRC. The ongoing expansion of PRC's system of FEACs is
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1CHAPTER I
INTRODUCTION
1.1 Foreign Exchange Problem of Foreign-Funded
Enterprises
Since PRC has pursued the open door policy in
1978, foreign investors try to set up different kinds
of sino-foreign joint venture projects to tap the
abundant low cost labour supply or to explore this huge
market. In addition to PRC's considerable achievements
to absorb foreign investment, the number of foreign-
funded enterprises is increasing.'
On the other hand, these enterprises are facing
different kinds of problems in running such joint-
venture projects. But the thorniest problem facing most
foreign-funded enterprises is the foreign exchange
problem (FEP). Foreign investors consistently cite
foreign exchange shortage as the most serious problem
in operating such enterprises.1 Although many
enterprises with foreign investment are currently
operating in China, only one-third of them have been
Footnotes are appeared on the end of this chapter
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able to maintain a positive balance between foreign
exchange revenues and expenditures.2
Although China nas been practicing a szringenL
foreign exchange control policy, she has tried hard to
help enterprises solve the problem on balancing the
foreign exchange. In 1986, the State Council issued
The Provisions of the State Council on the Question of
the Balancing of Foreign Exchange Receipts and
Expenditures of Chinese-Foreign Joint Ventures.
(Details see Appendix I) Preferences and convenience
provided to foreign investment firms by Chinese
administration on foreign exchange and the balance of
l:foreign exchange are mainly as follows
(1) Productive enterprises with foreign investment
that have difficulties in balancing foreign
exchange can buy export goods from domestic market
in RMB and exports to international market to earn
foreign exchange.
(2) Enterprises with foreign investment are allowed to
adjust RMB and foreign exchange among themselves.
In 1985, the first foreign exchange adjustment
center was established in Shenzhen special
economic zone. Enterprises can exchange their RMB
and hard currencies in this center by negotiating
3
the price under the control of State
Administration of Exchange Control. In early 1989,
there are 57 centers scheduled to be operating
throughout China.3
(3) The Bank of China and other foreign banks
authorized by the state can provide fixed asset
loans in RMB and foreign currencies, loans of
floating capital, foreign exchange guarantees,
mortgage loans in cash and reserve funds to
enterprises having loss of balancing of foreign
exchange. Priority are given to export enterprises
with good economic efficiency and enterprises
installed with advanced technology.
(4) Products of sino-foreign joint ventures where
there is a long-term or urgent need to import fox
China can be treated as import substitutes subject
to approval. Payment to such products can be it
foreign exchange.
(5) The excess of RMB can be reinvested in Cnina and
there are preferences given like investing foreign
exchange.
Although the above policies can help enterprises
solve a number of problems of balancing foreign
exchange, there are some limitations and restrictions.
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Nevertheless, foreign exchange adjustment center is
relatively welcomed by foreign investors. Despite the
existence of numerous regulations, foreign exchange
adjustment center has good potential to develop into a
relatively free and healthy foreign exchange market.
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1.2 Foreign Exchange Control and Foreign Fxcnange
Adjustment Center
An important aspect of Chinas foreign excnange
administration is the control of foreign exchange
within enterprises with overseas Chinese investment,
foreign investment and joint Chinese-foreign
investment. China's control of foreign exchange within
these enterprises has gone through three stages:3
Stage 1 (1979 84): Foreign ixcnange ereaiz system
Although China has pursued foreign exchange
retention systems for exporting enterprises since the
late 1950s, it was not until 1979 that a comprehensive
system was introduced. Before 1979, any enterprises and
institutions who have foreign exchange revenues, must
hand all of them to the central, government and the
latter allocate the foreign exchanges according to
state-economy planning. After 1979, exporting
enterprises were given a foreign exchange credit
account based on a percentage of their export earnings,
usually around 7- 8 percent, with the rest going to
central government and local industrial administrative
bureaus. All foreign exchange earnings had to be sold
to Bank of China (BOC), and a foreign exchange credit
account was then opened for the enterprise with the
State Administration of Exchange Control. In theory,
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enterprises could use this credit for approves
imports.4,5
Beginning in 1980, some enterprises were permitted
to sell their foreign exchange credit to other
enterprises through the BOC's Trust and Investment
Consultancy Co. at the official rate plus a 10 percent
commission for BOC. The market was not too attractive
because of the price.
Stage 2 (1985- 86): Foreign Exchange Adjustment Center
In 1985, China allowed enterprises involved in
exporting to increase their foreign exchange retention
rates. In most areas, 25% of total foreign exchange
export earnings could be retained in the enterprise.
But in the four special economic zones (SEZs), the
foreign exchange retention rate was 50%. In some
particular places like Tibet and Hainan, the rate' was
even 100%. But the rate may vary by different
enterprises depending on the usage of foreign exchange
to import raw material or technology.6
In late 1985 and 1986, black market of trading
foreign exchange with RMB was very active because of
high demand for foreign exchange. In Shenzhen SEZ, the
black market rate was nearly twice the official rate.
Besides individual, many black market traders were
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foreign-funded enterprises because they could not
maintain their balance of foreign exchange. The black
market problem became more and more severe. In order to
help these enterprises balance their foreign exchange
and attack the black market, China tried hard to
establish the first foreign exchange adjustment center
in Shenzhen SEZ from the fall of 1985. Rates of
currency exchange could be negotiated between buyers
and sellers under the State Administration of Exchange
Control's supervision, with certain limits. At first,
only domestic enterprises could trade at these centers,
and most trading involved foreign exchange credit
accounts rather than cash.
By 1986 foreign-funded enterprises began to
participate in the foreign exchange adjustment center
network. The initial foreign exchange transactions
between foreign-funded enterprises and domestic
enterprises followed different patterns in different
cities. In SEZs, foreign-funded enterprises could trade
directly with state-owned or domestic enterprises at
the foreign exchange adjustment centers from the start.
Local governments provide similar services to
foreign-invested enterprises, but the foreign exchange
transactions are made at the rates prevailing in the
foreign exchange adjustment centers. Virtually every
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major city in China offers this type of foreign
exchange adjustment. These government services will,
however, gradually be converted to the Shenzhen's
model, which offers a physical center where buyers and
sellers can meet.
Stage 3 (1987- 88): Merging and Expanding the System
In order to attract more. foreign investment and
encourage higher exports through larger foreign
exchange incentives for local governments and exporting
enterprises in key industries, restrictions on the use
of foreign exchange credits will be released or even
abolished, enabling an enterprise to use its credit as
it pleases.
On the foreign exchange adjustment front, more
foreign exchange adjustment centers have recently been
set up, and their operations are being simplified
according to the original Shenzhen's model. Both
domestic and foreign enterprises are allowed to
participate as of April 1988, and ceilings on allowable
exchange rates have been abolished. The State
Administration of Exchange Control is currently
drafting regulations for the administration of these
centers.
In mid-1988, a new model of Foreign Exchange
9
Adjustment Center is established in Shanghai.
1.3 Objective of the Research
The establishment of Foreign Exchange Adjustment
Center can help foreign investors solving some problem
of foreign exchange. But there are several restrictions
and limitations in using these centers. In the
research, the operations of foreign exchange adjustment
centers will be studied and the efficiency and
effectiveness of the foreign exchange adjustment
centers will also be investigated by a survey towards-
foreign businessmen who have investment in PRC and havE
offices in Hong Kong. The main purpose of this survey
is to determine whether the foreign exchange adjustment
center can help the foreign investors solving the
problem of balancing foreign exchange efficiently anc
effectively.
Moreover, the operation and transaction procedures
of Shenzhen and Shanghai are different. The comparison
between two foreign exchange adjustment centers will be
made in order to find which one is preferred by foreign
investors.
Footnotes
1. Chen, Chuen-keng, Foreign investment and foreign
exchange management, Directory of China Trade,
Vol.20, pp. 10-17
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2. Frisbie, John, Balancing Foreign Exchange, ChinE
Business Review, Vol.15, Iss.2, pp.24-28.
3. Yowell, Diane, Swap Center System to Expand,
China Business Review, Vol.15, Iss.5, pp.10-12.
4. Wang, Yake, Improved Foreign Excnange controls,
China's Foreign Trade, 1987, Iss.12, pp.32-33.
5. Wang, Lingfen, China's Foreign Exchange Controls
and Joint Venture Regulations, MOR China Letter,
1988, Feb, pp.5-8.
6. Zhao, Liping, China Is Foreign Exchange
Transaction Coordinating Center, MOR China
Letter, 1988, June, pp.4.
11
CHAPTER II
CURRENT DISCUSSIONS ON FOREIGN EXCHANGE PROBLEM
2.1 Foreign Exchange Problem
There seems little conflicting idea among the
literature concerning the significant of the FEP. Both
national publications of PRC and foreign commentators
address this as a serious problem.
However, there is a basic difference in their
attitudes towards this problem. Chen,1 representing the
national authority, considers the whole situation,
optimistic. He contends that the Provisions may, to a
large extent, relieve the tensions created by the FEP.
On the other hand, many foreign commentators doubt, if
not critical, the practicability or even possibility of
this solution provided by PRC.
GelatV-' states that the Provisions announced in
1986 applied to equity and cooperative ventures in all
but the finance and insurance fields. The Provisions
are somewhat vague, and until they are interpreted and
some key questions are answered, they are not likely to
Footnotes are appeared on the end of this chapte]
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encourage foreign investors measurably. Gelatt also
states that the Provisions generally reaffirmed that
joint venture products should be exported. The
Provisions seem to imply that the Chinese authorities
can requisition foreign exchange from one joint venture
to make up for the deficit of another. The real problem
however, cannot be solved.
Zeichner' states that provisions can help foreign
funded joint venture solve the problem of balancing
foreign exchange. But there were frequent ambiguity in
the procedures in applying for foreign exchange
expatriation. This ambiguity, arised out of the
vagueness of the law. No specific authority or
government is indicated or assigned the power to grant
these approvals. To use Zeichner's words, the Chinese
have built into the law a discretionary authority for
determining which joint ventures may take advantages of
the Provisions (p.392). Therefore, in addition to the
already complex bureaucratic system of the Chinese
Government, foreigners have also the difficulty in
identifying the right person/department to deal with.
Munh* states there were many restrictions on the
Provisions though they can help foreign investors solve
the foreign exchange problem. On the whole, the
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Provisions cannot actually solve the real problem. Buz
Mun also states that the foreign exchange adjustment
center is the best alternative in solving this problem.
Although there are restrictions, the price can
be negotiated by buyer and seller. If the price can be
floated freely, Mun believes that it is very appealing
to attract more foreign investments. However, Mun also
claims that RMB, in long run, should be convertible in
international market or at least regional market, in
order to maintain the efficient foreign exchange
market.
2.2 Foreign Exchange Adjustment Center
Since Foreign Exchange Adjustment Centers are only
in their exploratory stage, many literatures state only
their restrictions and drawbacks.
Li and Huang' have visited the Shenzhen Foreign
Exchange Adjustment Center and found that the floating
of foreign exchange rate or cancelling the ceiling for
the exchange rate causes the transaction to increase
from US$56.36 million in 1986 to US$429 million in
1987. They also found that the center can help
enterprises solve the balancing of foreign exchange and
speed up the capital turnover. They also claim that the
important feature of foreign exchange adjustment center
14
is to curb black market.
Although Li and Huang seem to be more optimistic
towards foreign exchange adjustment centers. Jianll
feels that there are sluggish business in most centers
except Shenzhen. Jian finds that the establishment of
foreign exchange adjustment centers will weaken the
long-standing state monopoly over foreign exchange
control and some extent attack the foreign exchange
black market. But Jian finds that the centers operate
sluaaishly for the following reasons:
(1) Exchange adjustment requires an open marKet and
flexible environment.
Shenzhen is a special economic zone. It can enjoy
preferences and high retention rate. But over
other cities, the state control over foreign
exchange remains rigid. The local enterprises must
submit for approval for the use of their own
exchange. Only foreign-funded ventures can be free
from these restrictions.
(2) The regulation form is rigid.
The transactions occurred in adjustment center are
due to negotiation between 'two parties and they
come to the center to go through the procedure of
exchanging foreign currency with RMB. There is
hardly anyone who comes to the center looking for
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a client. Due to this restriction, the adjustment
centers can only be regarded as a public notary
for settlement of foreign exchange..
(3) The short supply of foreign currency
China is a developing country. It demands foreign
exchange for reserve. Due to the unbalance of
demand and supply, the operations of adjustment
centers are sluggish. Jian suggests that the state
should open wider the exchange market, abolish
control over the exchange quotas, and increase the
retention rate of the local governments or
enterprises. The treasury should put a great
amount of foreign exchange to be circulated in the
market.
Li lan also 1nu5 Lill t- Lilo uual L a l.= ay L.GUL
official rate and adjustment rate- is the main
obstacle to the development of exchange adjustment. The
only way out is for the Chinese government to
announcement the devaluation of RMB, and eliminate the
dual rates.
Yowell' believes that in time China will have a
real nationwide foreign exchange market, but several
major problems must be overcome before this is
achieved. For instance, currency prices must be
determined by supply and demand. Individual should be
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allowed to trade on these marxers, ana regional
harriers must be broken down.
Yowell also states that the whole point or the
FEAC system is to provide restricted access to better
rates in lieu of official devaluation of RMB, a move
that the government has been resisting.
Yowell feels that RMB will eventually be
convertible in the international market in long run.
For this to happen, China must accomplish a set of
enormous tasks, including the completion of reforms to
its pricing system, substantially increasing foreign
trade as a percentage of GNP, to make the RMB an
internationally acceptable currency for settlements,
and granting the People's Bank of China the authority
to effectively wield monetary policy.
Footnotes
1. Chen, Cnuen-xeng, roreign investment anu rorelgn
Exchange Management, Directory of China Trade,
Vol.20, pp.10-17.
2. Gelatt, Timothy A., The Foreign ExchangE
Quandary, China Business Review, Vol.13, Iss.3,
pp.28-32.
3. Zeichner, Lee M., Chinese Solutions to Legal
Problems: Repatriating Business Profits from the
People's Republic of China, Law Policy in
International Business, Vol.19, Iss.2, 1987,
pp.385-413.
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The whole researcn is basically an exploratory
research to investigate the functions and operations of
FEACs as well as the effects on FEP and black market.
The research also concerns the other relevant issues of
foreign exchange. The research, can be divided into
three parts. The first part is observation of
operations of FEAC. The second part is focus-group
discussion and the last part is a field survey by self-
administrated mail questionnaire method.
3.2 Data Collection Methods
Focus-Group Discussion
The authors were supported by Guangdong Province
Bank (Hong Kong Branch). The discussion on FEP and FEAC
was held in late March, 1989. The attendants included
Albert Chan, one of the authors of this report, Mr.
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K.P. Wu, Senior Customer Service Officer of Guangaong
Province Bank (Hong Kong Branch), Mr. Chiu, a
representative officer of a Chinese-funded enterprise
in Hong Kong and a Hong Kong businessman, who did not
want to disclose his name, having some investment in
China. The discussion was lasted for one and a half
hours. The aim of this discussion is to sum up the
opinions of attendants on FEP, functions of FEAC and
nowaday situation of foreign exchange problem in PRC.
Observation of Operations of FEAC
The authors visited Shenzhen FEAC personally ana
observed the operations of that FEAC for two hours on
one day afternoon of January, 1989. The observation
includes an overview of the regulations, the procedures
of the whole transaction and behavior of buyer and
seller in this center.
On the other hand, the authors have not visited
Shanghai FEAC because of practical difficulties such as
time limit and'-research budget. But with help of
representative of Shanghai FEAC and some literature




From February to March, 1989, a field survey was
conducted by mail questionnaire method. The
questionnaire is presented in Appendix II. The purpose
of this survey is to study whether foreign investors
have been using FEAC and to test the perception and
understanding of FEAC by foreign investors. Moreover,
it is also used to identify the problems and areas of
improvement of FEAC as perceived by the respondents. At
last, it is looking for the preference of respondents
on two different models of FEAC.
The questionnaire (please see Appendix II) can be
divided into three parts. The first part (Q.1-15) deals
with the general information of respondents and divides
the respondents into FEAC users and non-users. The
second part (Q.16-24) deals with the details of using
FEAC. The reasons why non-users do not use FEAC and the
alternatives to solve FEP (Q.23-24) are also
investigated. The last part (Q.25) tries to test the




The target respondents for the field survey are
the foreign partners of foreign-funded enterprises or
joint ventures. The unit of analysis is the person-in-
charge, or his/her representative, of financial or
foreign exchange control of enterprise. It is because
they are more familiar with the affairs of foreign
exchange management of their enterprises. The sampling
frame is those whose names appeared in the foreign
partner side of joint venture list of the Almanac of
China's Foreign Economic Relations and Trade (1987) anc
the China's Investment Guide (1988) and simultaneously
on the address list of Dun's Market Guide to Hong Konc
Business (1988). In other words, the sampling frame is
those list of businessmen who have direct investment ii
PRC and have representative offices in Hong Kong
In view of the fact that one foreign investors may
have more than one enterprise or joint venture in the
PRC, the respondents were reminded in the cover letter
to consider the case of their largest enterprise in
term of investment.
From both lists stated above, 250 businesses were
chosen for our target respondents by random number
drawinq method. The respondents include manufacturing
simultaneously.
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firms, trading firms, hotels and engineering companies
etc.. They received a cover letter and a questionnaire
by mail and they are requested to return the completed
questionnaire within two weeks using the return envelop
provided by authors. Telephone follow-up method was
used to remind the respondents sending back the
questionnaires after two weeks.
3.4 Characteristics of Respondents
A total of 48 replies (representing a response
rate of 19.1%), have been received from the target
respondents. Two of 48 questionnaires were discarded
because of incompleteness.
General Information
The general information of target respondents is
tabulated in Exhibit I.
Since the sampling frame is limited to foreign
partners having representative offices in Hong Kong,
58.7% of the respondents are representatives of Hong
Kong and Macau businessmen. According to the statistics
announced by the Chinese government, over 70% of
foreign investment is coming from Hong Kong. The sample
can represent some extents of foreign investors.
Although Japan has a lot of investments in PRC, only
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small portion (4.3%) of the respondents are Japanese.
It may be due to the fact that most Japanese companies
having businesses in PRC do not have representative
offices in Hong Kong.
The foreign-funded enterprises can be divided into
joint venture and foreign solely-owned enterprises. In
this survey, about 85% of respondents are joint
ventures and others are foreign solely-owned
enterprises. The joint ventures can be divided into
contractual and equity joint ventures. About 45% of
respondents are contractual joint ventures and about
40% are equity joint ventures.
In this survey, about 90% of respondents are
located in SEZs or coastal cities, while only small
number of respondents are located in mainland. It may
be due to the fact that the infra-structures of SEZs
and coastal cities are well-developed and the Chinese
government has been investing to explore such areas.
About 65% of respondents are manuracturing arms
and 24% of respondents are companies providing services
such as travel agencies, hotels and restaurants while
other businesses constitute only a small portion of the
respondents.
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Concerning the financial aspect or zne
respondents, the capital formation varies from less
than US$10,000 to more than US$5M. The foreign
investors concentrate on US$50,000 to US$500,000 while
Chinese partners are seeking every investment
opportunity whether it is large in investment.
The majority of respondents have received sales
revenues from US$500,000 to US$1,000,000.
About 50% of respondents have employed 21-50 staff
in operating the enterprises, while much larger
enterprises have employed more than 200 persons.
Foreign Exchange Situation
Most of the foreign-funded enterprises is export-
oriented but most foreign investors want to explore the
domestic market. Enterprises that sell their goods or
services in domestic market, receive RMB or hard
currencies besides export. In the survey, the average
proportion of market of export and local sales is
approximately kept in 50% and 50%.
The government encourages foreign-funded
enterprises to earn more forex. The enterprises try
hard to receive more hard currencies than RMB because
RMB cannot be convertible in international exchange
market. In Exhibit II, it is evidence that enterprises
25
receive more hard currencies than xmB.( twits 41. t567,
Hard Currencies- 58.2%)
On the other hang, enterprises want xrits -co
purchase raw material which can be purchased in
domestic market and to pay salary and rent by RMB. In
the survey, more than 50% of respondents have few RMB
but not too much for regular usage. But more than one-
quarter of respondents have large surplus in RMB
reserve whereas either they need a lot of RMB for their
operation or they have FEP.
The sources or RMI3 or responaents are mainly
generated from local sales.. And, there are 8
respondents using FEAC to convert excess hard
currencies to RMB for use in local.
The sources of hard currencies of respondents are
mainly generated from export sales and local sales
receiving hard currencies from tourists or expatriates.
But it is found that some respondents go to black
market to exchange their excess RMB for hard
currencies. Only a small portion of respondents use
FEAC.
Moreover, it is found that the majority of
respondents do not always have FEP but their operations
are affected whenever they encounter such problem.
26
3.5 Limitations
The purpose of this research is to stuay Lne
perception of foreign investors toward FEAC. The
population of the field survey is those who have
foreign investment in the PRC. In order to simplify the
sampling procedure, the sampling frame is confined to
those who also have representative offices in Hong
Kong. However, a lot of foreign investors do not have
office in Hong Kong in spite of the fact that Hong Kong
is considered to be the gateway of PRC. Besides, the
address list obtained from Dun's Market Guide to Hong
Kong Business (1988) is not up-to-dated. A lot of
questionnaire cannot be distributed to the respondents.
On the other hand, there is only about 19% respondents.
The research may obtain non-response error in sampling.
Besides, some foreign investors have more than one
enterprises in the PRC. Then, there may exist over-
response error.
In the survey, only 14 out of 46 respondents are
FEAC users. The sample size of FEAC users is rather




4.1 Operations of FEAC
The authors visited Shenzhen FEAC in one aay
afternoon of January, 1989. The visit includes
observation of operations of FEAC. Besides, the
operations of Shanghai FEAC is also studied. Two types
of models are compared.
Shenzhen FEAC
The center is located in a three-room apartment in
a residential area of Shenzhen SEZ. There are a lot of
people visiting the center for trading. However, only a
small portion of people are waiting for their trading
partners or negotiation in the center. For most cases,
the two trading partners had negotiated and agreed on
the amount of currencies to be exchanged as well as the
rate prior going to the center. The FEAC is only
responsible to register and issue approval for the
transaction. The trading partners can get their
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exchange in the bank by approval or rtau. rztic receives
0.1% of the transaction from both parties as
commission. About 90% of the business in Shenzhen were
done in this way only a small number of companies
negotiate business in the center.
The details and regulations of Shenzhen FEAC are
listed in Appendix III and IV.
Shanghai FEAC
The Shanghai FEAC was officially opened on
September 28, 1988. Traded foreign currencies include
US Dollars, British Pound, Deutseuche Mark, Japanese
Yen and HK Dollar. Foreign exchange adjustment business
originated back in 1981. However during the first six
years, the traded volume was still very low, of about
US$100 million. In 1988, the traded volume grew
tremendously. For the first nine months of 1988,
US$500 million had alreadly been traded.
According to the government statistics, about 80°
of the traded forex was used to import material anc
equipments for manufacturing industries.
OPERATIONS OF SHANGHAI MODEL
There are 73 members of the Shanghai FEAC. Only
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members are allowed to trade in the center. riemrers dLe
divided into Brokers and self-traded enterprises.
Brokers can help non-members trade currencies but
receive commission. Self-traded enterprises are not
allowed to help non-members trade currencies but trade
for themselves. The brokerage members and self-traded
enterprise members are certified by Shanghai State
Administration of Exchange Control.
Source of forex must be legal and for self-use.-
Transaction charges are same as Shenzhen, i.e. 0.1%
from both buyers and sellers with a minimum of RMB Y10
and a maximum of RMB Y10,000.
Buyers and sellers need to submit applications
jointly or individually entrusting FEAC to find a
partner for them. Non-members are obliged to submit
through the licensed brokers.
The rates are determined by supply and demand of
the currencies during the day of transaction and all
the transactions in a day will then be settled
according to that rate.
The comparisons of two FEACs are listed in Tablel.
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TABLE 1
TWO FOREIGN EXCHANGE CENTERS: A COMPARISON
ShanghaiShenzhen SEZ
Domestic, foreign andDomestic, foreign,Qualified
foreign-fundedand foreign-fundednarticibants
enterprises inenterprises registered
Shanghai and outsidein the zone (excluding
Shanghai withfinancial institutions)
Individuals may sell but permission of local
SAEC.not buy enterprises
outside the SEZ may.
participate with local
SAEC approval.
Must be legal source of Same as ShenzhenSource and
forex,such as exports,application
loans, equity. Must berestriction
for self-use, e. g. for
import, profit remittance,
loan repayment. Must be
used within six months
or an extension applied for.












Buyer and seller submit Same as ShenzhenOperating
applications jointly or with the addedprocedures
option of applicat-individually entrust
ion being submittedFEAC to find a partner
to one of 12 licen-for them. Open daily.
sed brokers. Open
daily.
Source: The Hongkong Shanghai Banking Corporation
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4.2 Effectiveness of PEAC
In Table 2, usage of FEAC by the respondents in
this survey are tabulated. This part is to investigate
the perception of respondents toward FEAC and the
details when they trade in FEAC.
(A) FEAC is not a major source gaining forex by
foreign-funded enterprises.
As shown in Table 2A, about 70% of respondents
have not used FEAC because they receive more forex as
indicated in Exhibit IIC. In order to indicate the
relationship between FEP and usage of FEAC, the cross-
tabulation of usage of FEAC ,and FEP they have
encountered is tabulated in Table 2B. More than 50% of
respondents do not always have FEP and have not used
FEAC before. It means that they have not used FEAC
because they do not always have FEP or they use other
alternatives to achieve balance of foreign exchange. It
is also found that over 20% of respondents do not
always have FEP but they have been using FEAC. From
this point, it may be concluded that they do not always
have FEP because they can trade their excess currencies
in FEAC where price is more attractive than the
official rate. About 15% of respondents always have FEP
but they have not used FEAC. It is because the
operations and procedures of trading in FEAC are
chaotic while FEAC needs the traders to disclose
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commercial information about the foreign excnange
transaction.
In Exhibit IIE, the major source of hard
currencies that foreign-funded enterprises receive, is
from export sales. But from the focus-group discussion,
the attendants indicate a lot of foreign investors
choosing compensation and counter trades to balance
their foreign exchange.
(B) FEAC only attracts big accounts and those who ac
not risk to exchange in black market.
From the focus-group discussion, the attendants
agree that FEAC has attracted big accounts from black
market since the starting up of FEAC. Although the
result of the survey showed a wide range of transaction
volume (from US$1,000 to US$5M) in FEAC, yet it is
believable that this is the niche for FEAC as large
accounts customers are more difficult to trade in black
market or involve larger risk in doing so. Moreover,
trading in black- market is illegal. It may attracts

































(C) The majority of FEAC users do not use FEAC
frequently.
In Table 4, seven out o 14 r tau users au riu.. use
it frequently (more than three months) but four out of
14 users always use it (less than one week). It is
because FEAC is not major channel to exchange
currencies. It is only an alternative when the
respondents encounter FEP. Moreover, there exists a lot
of obstacles in FEAC. In order to avoid these
obstacles, FEAC users only use it infrequently when
there is a real need.
(D) It needs only less than three days for FEAC users
to complete the transactions in FEAC.
In Table 5, the required transaction time is
tabulated. It is noted that most of the FEAC users of
the survey feel the operations of FEAC is rather
efficient. Most transactions are completed within three





















0More than 2 weeks
14Total
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4.3 Attitudes toward FEAC
In Table 6, attitudes of respondents toward FEAC
are investigated. It is found that all of the ex-FEAC
users are rather neutral but incline to be satisfied by
the establishment, operations and functions of FEAC.
Ten out of 14 FEAC users are satisfied by FEAC. Almost
all FEAC users will use FEAC again and they think FEAC
can help them solve FEP. It implies that the
establishment of FEAC, in some extents, is welcomed by
foreign-funded enterprises 'especially those who always
have FEP.
4.4 Reasons why Foreign Investors are not using rgAu
(A) Information Disclosure
In Table 7, the reasons why the respondents do not
like FEAC are tabulated. More than 50% of respondents
indicate that the restriction on disclosing source and
use of currencies is the main obstacles of using of
FEAC. From the focus-group discussion, the attendants
agreed to the above mentioned points and added that
businessmen are reluctant to let the Chinese authority
know their financial position. Moreover, foreign-funded
enterprises are not willing to disclose any information
to their competitors. This attitude certainly



































About 18% of respondents indicate that pricing is
another obstacle of the usefulness of FEAC..Pricing can
be divided into exchange rate and transaction cost. As
mentioned before, FEAC exchange rate is determined by
either supply and demand or through negotiation.
Nevertheless, the rate is not as. competitive as black
market. Hence, foreign investors prefer to exchange
their excess currencies in black market. On the other
hand, the transaction cost is also considerable. The
current transaction cost is 0.1% for both parties and
is considered to be high as compared with Hong Kong.
4.5 Black Market
In Table 8, 50% of respondents convert their
excess FX in black market. This result is not
surprising because as mentioned above, black market is
efficient and priced more competitive than FEAC.
Besides, no disclosure requirement of black market
attracts a lot of individual enterprises to
participate. Those individual enterprises constitute a
large market for forex which is unavailable to FEAC.
Moreover, there is no transaction cost to swap their
currencies. So, they may exchange the currencies in
black market.
On the other hand, FEAC has tried hard to attract
riictnmar.q_ Fnr example. Shenzhen FEAC abolished the
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ceiling price in 1987 and there is no limit on
transaction volume. It acts as a quasi-exchange market
for foreign-funded enterprises.
4.6 Exchange Rate and Two Models of FEAC
In the last section of the survey, respondents are
requested to indicate their preferences on one of the
two models of FEAC. For FEAC X, one has to find its own
trading partner and price is determined by negotiation
between partners. It is equivalent to the Shenzhen
FEAC. The operation of FEAC Y is over the counter type
without knowing the trading partner and price is
determined by demand and supply of that currency. The
transaction is through brokers. It is Shanghai model.
The result of preference of respondents is tabulated in
Table 9.
It is found that the respondents prefer Shenzhen
model rather than Shanghai model. In other words,
foreign investors like to negotiate the price with
their trading partners rather than to exchange in
market rate. This may be attributed to the fact that
respondents are more satisfied with price they
negotiate with the counterparts. Also by doing so, they
are certain with their transaction price.
The other reason is that foreign investors are
risk-aversed in exchanging their currencies. In
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Shenzhen model, they can negotiate their price ana
subsequently reduce the risk during the exchange. On
the other hand, foreign investors will face higher
exchange risk in Shanghai FEAC where the market rate
may fluctuate very violently. In PRC, the exchange
market is still not mature with FEAC being only a
quasi-exchange market. There is no forward exchange
market for investors to hedge their exchange risk. It




ALTERNATIVES WHEN FEAC IS ABSENT
Frequency Percentage
43.5%20Compensation Trade
32.6%15Reinvest RMB in export-
oriented enterprises
50.0%23Convert excess RMB in
black market
4.3%2Borrow forex from banks
17.4%8Decrease import
202.2%1Remit from country of
origin
4.3%2Others: Increase export
Technology Transfer 1 2.2%
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TABLE 9










Currently, FEAC can be regarded as a quasi-toreign
exchange market. However, this quasi-market is
restrained by a lot of regulations which hinder it to
develop into a truly free foreign exchange market.
In short run, if Chinese government does intend to
develop FEAC into a more competitive foreign exchange
market, it is mandatory for the government to take the
following steps:
(1) The requirements to disclose the source and
application of trading currencies should be
removed. This follows directly from the findings
that the strict requirement is the most
discouraging factor for businessmen to participate
in the exchange market. Besides, these requirement
also help suppress arbitragers to take part in the
market. Arbitragers are important participants in
a free market and their appearance is vital to an
efficient market. Therefore, in absence of
arbitragers, it is not surprising that FEAC is not
efficient enough to attract more market
participants.
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(2) In order to compete with black market, a lower
transaction commission should be adopted by FEAC.
The current rate of 0.1% for both parties is
considered to be high as compared to a spread of
0.05% in Hong Kong. This is especially important
for larger transactions.
(3) FEAC need not employ any ceiling or reference for
pricing the exchange rate. This, together with
the above points, will encourage more participants'
and make FEAC more efficient in terms of pricing.
(4) More foreign financial institutions should be
allowed to trade in FEAC. These institutions, with
their expertise and technology, will help create a
more efficient market.
Although, in short run, FEAC helps alleviate FEP
in PRC, it should not be viewed as a long term
solution. FEP will exist as long as RMB cannot be
convertible in the international market. However, such
internationalization of RMB will need a major
restructure for the whole economy of PRC which involves
a lot of risk. This is unlikely to happen in the
foreseeable future and thus, FEAC will continue to be
a quasi-foreign exchange market in PRC.
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ANnTX T
PROVISIONS OF THE STATE COUNCIL ON THE QUESTION OF THE
BALANCING OF FOREIGN EXCHANGE RECEIPTS AND EXPENDITURES
OF CHINESE-FOREIGN JOINT VENTURES
Article 1. These Provisions are ormulaLeu Lu.L V11C
purpose of encouraging foreign joint ventures to
establish Chinese-foreign joint ventures in China and
promoting their balancing of foreign exchange receipts
and expenditures in order to benefit their production
and operations and the remittance abroad by foreign
oint venturers of the lawful profits they obtain.
Article 2. The products produced by Chinese-foreign
joint ventures should be exported to a great extent, to
generate more foreign exchange and to achieve a balance
of foreign exchange receipts and expenditures.
Article 3. In case of Chinese-foreign joint ventures
approved and established according to law whose foreign
exchange receipts and expenditures require adjustment,
the matter shall be administered and resolved at
different levels in accordance with the limits of
examination and approval authority.
In the case of Chinese-foreign joint
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ventures established with the approval of the competent
authorities of the State, the competent authorities of
the State shall be responsible for making the
adjustment and resolving the matter from among the
foreign exchange receipts of Chinese-foreign joint
ventures within the entire country. The competent
authorities of the State may also make the adjustment
and resolve the matter together with local people's
governments according to an agreed upon ratio. In the
case of Chinese-foreign joint ventures established with
the approval of the local people's governments or
departments shall be responsible for making the
adjustment and resolving the matter from among the
foreign exchange receipts of Chinese-foreign joint
ventures whose establishment they approved.
Article 4. In cases where the foreign joint venturer
provides highly sophisticated products produced with
advanced technology or key technology, or products of
superior quality that are internationally competitive,
if such products-are urgently needed in China, after
the products have been appraised and found by the
departments in charge to be up to standard,
preferential treatment with respect to the proportion
of domestic sales and the period of domestic sales may
be granted upon approval in accordance with the limits
of examination and approval authority and the
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examination and approval procedures stipulated by the
State. The aforesaid domestic sales will be specified
in contracts signed by the producer and the purchaser.
The foreign exchange balancing plans of
ventures referred to in the preceding paragraph shall
be formulated by the approval authority in accordance
with Article 3, Paragraph 2 of these Provisions. The
foreign exchange balancing plans formulated by the
approval authority shall be submitted, in accordance
with the administrative hierarchy, to the Ministry of*
Foreign Economic Relations and Trade or to the local
economic relations and trade departments for
examination and comment. After such plans have been
reported to and approved by the State Planning
Commission or the local planning commission, they shall
be incorporated into the long-term or annual plans for
the use of foreign exchange, and the matter resolved in
this manner.
Article 5. Chinese-foreign joint ventures that produce
products that China needs to import over the long term
or urgently needs to import may, in accordance with the
quality,- specification requirements, and import
circumstances of the products in question, upon
approval of the departments in charge under the State
Council or the local departments in charge, carry out
import substitution. This substitution shall be
specified in the Chinese-foreign joint venture contract
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signed by the two parties or in the contract between
the producer and the purchaser.
The economic relations and trace
departments shall actively support Chinese end-user
anits in concluding purchase and sales contracts,
according to international prices, with the Chinese-
foreign joint ventures referred to in the preceding
paragraph. Their foreign exchange use plans shall be
formulated in accordance with the provisions of
Articles 3, Paragraph 2 of these Provisions, and shall
be submitted, in accordance with the administrative
hierarchy, to the Ministry of Foreign Economic
Relations and Trade or the local economic relations and
trade departments for examination and comment. After
such plans have been reported to and approved by the
State Planning Commission or the local planning
commission, they shall be incorporated into the long-
term or annual plans for the use of foreign exchange
imports. and the matter resolved in this manner.
Article 6. In order to seek to achieve a balance
between foreign exchange receipts and expenditures,
Chinese-foreign joint ventures may, with the approval
of the foreign economic relations and trade
departments, utilize the sales connections of foreign
joint venturers to market domestic products for export,
and carry out overall compensation. However, in the
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case of products that are centrally managed by the
State, those for which there are export quotas and
those for which export licenses must be applied for and
obtained, the matter must be reported to the Ministry
of Foreign Economic Relations and Trade for special
approval. Without approval, Chinese-foreign joint
ventures must not engage in the business of exporting
clinh nrn i is
Article 7. If a Chinese-foreign joint venture noes nor-
complete the export and foreign exchange generation
tasks it has undertaken as stipulated in the contract,
and an imbalance between foreign exchange receipts and
expenditures is caused as a result, the relevant
authorities shall not undertake the responsibility for
adjustment and resolution of the matter.
Article 8. With respect to products soia ny cninese
foreign joint ventures to enterprises with the ability
to make payment in foreign exchange in areas other than
the special economic zones and the economic and
technological development zones of the coastal open
cities, with the approval of the State foreign exchange
control department,s it shall be permitted to compute
the price and settle accounts in foreign currencies.
Article 9. When the same foreign joint venturer
establishes two or more Chinese-foreign joint ventures
within China (including in different locations or with
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different departments), and some of the ventures have a
surplus in the foreign exchange portion of their lawful
income while some have a deficit, upon the approval of
the State foreign exchange control departments,
adjustment may be made and the matter resolved among
the various joint ventures established by the joint
venturer in question.
Agreement to the adjustments referred to
in the preceding paragraph shall be obtained from all
the joint venture parties.'
Article 10. With the approval of the foreign economic
relations and trade departments and the foreign
exchange control departments, a foreign joint venturer
in a Chinese-foreign joint venture in which foreign
exchange receipts and expenditures cannot be balanced
may, in accordance with Article '7 of the Law on
Chinese-Foreign Joint Ventures, reinvest its renminbi
profits distributed by the Chinese-foreign joint
venture in domestic enterprises capable of newly
generating foreign exchange or newly increasing their
foreign exchange receipts. In addition to enjoying the
preferential treatment of receiving a refund of a
portion of the income tax already paid, the foreign
venturer may use the foreign exchange obtained from the
newly increased foreign exchange receipts of the
enterprise receiving such investment to remit its
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lawful profits abroad
Article 11. These Provisions shall apply to Chinese
foreign cooperative ventures established with China,
and to joint ventures and cooperative ventures
established in the interior of China by corporations,
enterprises, and other economic organizations of the
Hong Kong, Macau, and Taiwan regions, and shall also
apply to joint ventures and cooperative ventures
established with overseas Chinese investment.
These Provisions shall not apply to venture
in the finance and insurance fields established withi:
China by foreign joint venturers, or to ventures i
these fields established in the interior of China b
joint venturers from the Hong Kong, Macau, and Taiwa
regions.
Article 12. If any stipulation made before the
promulgation of these Provisions regarding the
balancing of foreign exchange receipts and expenditures
of Chinese-foreign joint venture conflicts with these
Provisions, these-Provisions shall prevail.
Article 13. The Ministry of Foreign Economic Relations
and Trade shall be responsible for interpreting these
Provisions.





We are a group of MBA students from the
Chinese University of Hong Kong. We are now conducting
a survey on the foreign exchange problems encountered
by joint ventures in the People's Republic of China.
This questionnaire is provided for the foreign partners
of the joint ventures. Please mark a tick in the
bracket of appropriate response. All information will
be treated with strict confidentiality and will be used
solely for the research report only.
Thank you for your kind assistance.
1. What is your country of origin?






























6. What was your enterprise's turnover for the last









whArP the market of your goods or services?
Export
China
8. What kind of currency does your enterprise receive





9. How many employees does your enterprise nave?







10. Do you always have large amount of RMB in reserve?
Yes, we have a large surplus in RME
We have a few RMB but not much
We take no RMB
We need more RME
11. What is/are your normal source(s) of RMB?
(You can take more than one choice)
Goods or services sold to local
Converting hard currencies in official rate
Converting hard currencies in Foreign
Exchange Adjustment Center
Converting hard currencies in black market
Borrow from banks
Others
12. What is/are your normal source(s) of Foreign
Exchange?
(You can take more than one choice)
From export sales
From sales in China in hard currencies
Remit from country of origin
Convert RMB in Foreign Exchange Adjustment
Center




13. Do you always have problems on balancing foreign
exchange in your enterprise?
Yes
No
14. Do you think that foreign exchange problems will
affect the operation of your enterprise?
Yes
No
15. Have you ever traded your currency surplus in




If your response is 'No', please jump to Question
number 23.
16. What was your average volume of trading in Foreign


















Six months or more
18. What was the average required transaction time in
Foreign Exchanae Adjustment Center?




More than two weeks
19. Are you satisfied with the exchange price in






?0. Which Foreign Exchange Adjustment Center does your







21. Do you think Foreign Exchange Adjustment Center can




22. Will your enterprise use Foreign Exchange
Adjustment Center in the future?
Yes
No
23. Which of the following aspects about roreign
Exchange Adjustment Center that you don't like?
(You can take more than one choice)
Location
Transaction time




24. In absence of Foreign Exchange Adjustment Center,
what alternatives will your enterprise use
to solve the problem of balancing foreign
exchange?
(You can take more than one choice)
countertraae
Compensation trade
Reinvest RMB in export-oriented enterprises
Convert excess RMB in black market
Borrow foreign exchange from banks
Decrease import from foreign countries




25. Assume there are two Foreign Exchange Aajustment
Centers in PRC. FEAC X is located in SEZ and FEAC Y
is located in one of the coastal cities. In FEAC X,
you can trade your RMB to hard currencies and vice
versa after you find an appropriate trading
partner. The exchange rate is determined by
negotiation between your partner and you. FEAC only
charges you and your partner 0.1% of your
transaction as cost. In FEAC Y. you cannot directly
trade with your partner because the organisation of
FEAC Y is based on membership. You must become the
member of FEAC Y or trade through brokers who are
members. The exchange rate is determined by
overall demand and supply of currencies on the
whole day. All transactions. are priced as that rate
on that day.
a. What kind of operation do you prefer on converting
your currency surplus?
Over the counter type of operation witnou knowing your trading partner and price is
determined by demand and supply of that
currency
Find your own trading partner and price is
determined by negotiation, between your
partner and you
b. What do you prefer when you trade your currency in
FEAC?
through a broker and you cannot control the
price
find an appropriate trading partner anc
negotiate the price without a broker
c. Which FEAC do you think is more convenient?
FEAC X
FEAC Y,
d. Which pricing mechanism in the above FEAC do you
think is more reasonable?
FEAC X
FEAC Y








Name of Joint Venture:
This is the end of the questionnaire!




SHENZHEN FOREIGN EXCHANGE ADJUSTMENT CENTER
(I) THE QUALIFICATION OF TRADERS, TERMS AND CONDITIONS
(A) The basic qualified parties are those equity and
cooperative joint ventures and foreign-funded
solely-owned enterprises within Shenzhen City and
Po On.
Individual can also be qualified but they can only
sell Forex and buy RMBY. The minimum trade volume
is RMBY10,000 or US$1,000 per deal.
(B) The sources and uses of Forex must be in
accordance with the local foreign exchange
rPCSU l ation.
(C) The forex can only be 'Forex unit' or 'transfer'.
No cash is allowed to trade in the centeR.
(D) The parties involved in the deal must hold
permission to change in FEAC issued by the State
Administration of Exchange Control to apply for
63
exchange.
(II) THE PROCEDURE FOR FOREX TRANSFER
The typical procedure for forex transfer is as
follows:-
(A) Reqistration
The participants involved register in the Center
within 3 days after obtaining the permission issued by
the State Administration of Exchange Control. The
Center will check if the permission conforms to the
regulation. The Center will register the content, the
name, address and contact person of the' enterprise, the
registered number, source/application of forex amount
and exchange rate, the trading partner and expiry date
of the deal. Normally the deal. must be completed
within 2 weeks. If the deal is not finished within the
expiry date, the permission to deal will be
automatically cancelled. If the party still want to
take part in the deal,they have to apply the permission
again from the State Administration of Exchange
Control.
(B) Trade by Negotiation
Those who want to trade, after registering, can
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take part in the deal. The selling/buying price would
be determined by the buyers/sellers by asking/bidding.
The Center provides only the reference price for the
forex and 'Forex Unit'. (The Shanghai FEAC has a
different operating procedure that the price is
determined by the supply and demand of forex on a daily
basis)
The deal normally takes one of the following form:-
(a) The parties involved in the deal have already
negotiated the price and terms outside the Center.
(b) Those who want to deal can find a trading partner
inside the Center. Negotation can take place at
the same time.
(c) The parties can also submit their offer to the
Centre which will act as the middle man to
complete the deal.
If both the seller and buyer agree with the
amount, price and date, they can complete the exchange
procedure by signing the contract provided by the
Centre. The Centre will also sign on the contract and
keep one copy for record. The buyer and seller keep
one copy each and can use the copy to obtain the
exchange from the bank.
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(C) After the contract is signed by both parties and
stamped by the Center, the buyer and seller can clear
the transaction by taking the following procedures:-
(a) Forex Unit Deal
Forex unit is the unit used by state owned
corporations for transaction of foreign exchange. One
anit is equivalent to about 2.2 US dollars.
Sellers is required to present the amount of
foreign exchange as governed by the contract together
with the buyer's bill to the State Administration of
Exchange Control. The Forex Unit is then transferred to
the buyer's bank account. At the same time, the amount
of RMBY as stated in the contract will be transferred
to the seller's account and thus completed the
transaction.
(b) Forex Cash Deal
This is a more simple procedure as the seller can
authorize the opening bank to credit the contracted
amount to the buyer's account. At the same time the




The Center will charge for each party based on
contracted amount of RMBY, a minimum of RMBY10 and a
maximum of RMBY10,000. Normally each party will be
charged at 0.1% of the contracted RMBY amount.
(IV) BREACH OF CONTRACT
After the contact are signed by both buyer and
seller and stamped by the Center, the contract will be
immediately valid and both'parties will be bound by the
terms stipulated on the contract legally. Both parties
must strictly follow the terms in the contract and
fulfill their duties. Any party, for any reasons,
breaches the contract have to compensate for the
losses of the counter party according to the contract.
(V) BUYER UNABLE TO USE THE FOREX WITHIN THE TIME LIMIT
The forex exchanged from the Center must be used
within a specific time period as stated on the
Conditions of Forex Transaction Control (condition
NO.6). For those forex that have not been used within
the time limit would be subjected to the following
control:-
(1) If the contracted price is lower than the present
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market price (or transaction price), then the
buyer can sell the forex back to the Center at the
contracted price.
(2) If the contract price is higher than the present
market price, the buyer only sell this forex at
the market price.
Any transaction cost of the former contract will
not be remitted.
(VI) THE DUTY OF THE FOREX CONTROL CENTER
(A) To facilitate the transction procedures by
examining the documents and capital of both seller
and buyer.
(B) To record the transaction, store up the
information of transaction and to make statistic
of transaction. In addition, the Centre also
reports the information and analysis to various
departments of the State.
(C) To quote a reference price of forex to customers
and to bring buyers and sellers together. They also
provide information of both parties to the other party
and help them understand more about each other to
facilitate the transaction.
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(D) To provide urgent users of forex it possible. In
some case, the Centre will buy limited amount of forex
when the price is very low under suitable. conditions.
This small reserves can sell to customers who need
forex badly.
(VII) TRANSACTION TIME
A typical schedule is as follows:
8 a.m.- 11 a.m




SHENZHEN FOREX CONTROL TEMPORARY OPERATING CONDITIONS
To cope with the rapid economic development of the
SEZ, the State Administration of Exchange Control
designed the temporary operating procedure in 1985 for
the following purposes:-
(1) To activate the exchange and balance the money
market.
(2) To further enhance the efficiency and
effectiveness on forex flow and
(3) To encourage enterprenur to earn more forex for
the country.
The conditions for operation are as follows:-
(1) Qualification of participants
All enterprises including foreign-funded (joint
ventres, co-operation and solely-owned), state-owned
enterprises and individual enterprises, inside the
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Shenzhen SEZ can sell Lneir excess rorex anu iiuy LuL=A
if necessary. Individual can also sell their excess
forex but cannot buy forex.-
(2) The source of forex
(a) The forex that are allocated to those enterprises
according to government regulation. Usually thesE
enterprises can earn forex by export. The source alsc
includes a definite amount of forex (including fore
unit, cash) earned by these enterprises by exportinc
their goods.
(b) The enterprises have met their target of export and
earned excess forex. They can also keep part of the
forex according to regulation.
(c) Joint ventures between local enterprises can keep
forex unit inside the Shenzhen SEZ within a specific
limit according to regulation.
(d) Relatively small amount of forex can be generated
by individual or small enterprise e.g. taxi driver.
(e) Other forex that are allowed by the State
Administration of Exchange Control Shenzhen Branch.
Forex that are not allowed to take part in the
Centre include the following:-
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(a) Forex that are allocates rrom the state.
(b) Forex that should give to the state. but not yet
transferred.
(c) Forex that are borrowed from local bank, foreign
banks or other financial institutions.
(d) Forex investment according to contractual
agreement.
(3) Use of the forex
The priority of the use of forex would be placed
on meeting the urgent requirement of enterprise for
importing raw material or technology especially those
that can generate more forex. The forex is then
allocated for circulation and others.
Forex are not allowed to use for visiting (include
Hong Kong and Macau), training, negotiation,
investigation, learning and individual use.
The forex must be used according to the uses
applied and subsequently allowed. If for any reasons
the use has to be changed, the user must apply to the
State Administration of Exchange Control Shenzhen
Branch. If the forex is used not according to the
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condition of the contract and regulations provided by
the State Administration of Exchange Control, the
enterprise will be penalized.
(4) The Procedure of Application for Adjustment
All participants applying exchange in the Center
must submit a letter to the State Administration of
Exchange Control stating their reasons for application
and the use or source of forex. After examining, the
Bureau will issue a permission for the applicants. The
applicants are allowed to enter the Center and take
part in the adjustment only when they hold the
permission.
(5) The Adjust (Exchange) Price
This will be decided by the buyers and sellers.
The Centre will only provide a reference price. In
Shanghai, the price is uniquely determined by the
Centre on a daily basis. The price is regulated
according to the daily supply and demand of forex.
(6) The Time Limit to Use the forex
The forex brought from FEAC must be used according
to the conditions within six months from the contract
date. If the forex is not used within six months, the
participants can apply extension for additional six
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months with the permission of the State Administration,
of Exchange Control Shenzhen Branch. If the extensior
is not permitted or the forex is not used after the
additional period or part of the forex is still not
used, the Centre can arrange for another adjustment.
(7) Transaction Cost
The Center can charge a definite amount of
commission according to the transaction amount.
(8) The Control of forex Adjustment
All adjustment (transaction) of forex must go
through the Center. Individual transactions are
strictly forbidden.
The Center has the right to examine the sources
and uses of the forex. The State Administration of
Exchange Control Shenzhen Branch would check the
participants both before and after the transaction.
They have the right to exclude those enterprises which
had provided false information or had broken the
conditions on the contracts. For more serious offence,
they can levy a penalty or take legal action against
the enterprise.
(9) This tempoary conditon for adjustment is authorized
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by the State Adminisatration of Exchange Control
Shenzhen Branch.
(10) This temporary conditon for exchange valid trom 17
November 1986 and subjected to further amendment.
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EXHIBIT I
GENERAL INFORMATION OF FOREIGN-FUNDED ENTERPRISE:






















































G. Number of persons employees
PercentageFrequencyNumber of employees


















C. RMB Reserve Situation
PercentageFreauencv'




















17.4%8Remit from Country of
nricsin
23.9%11Convert in FEAC
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